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PREFACE

President Carter has directed that zero-base budgeting (ZBB) is to
be implemented in the executive branch of the federal government for the
preparation of the FY 79 budget. This is proposed as a relatively new
concept and Air Force managers, especially at the operating level, are
quite unfamiliar with it. The basic purpose of this study is to examine
the characteristics of ZBB while determining the impact that the concept
is likely to have within the Department of Defense.

During the course of this study I have been impressed by the willing-
ness of people to help. People within DOD from the base level up to the
Pentagon as well as other federal departments and state governments have
been very receptive to questions and have furnished documents and personal
insights that have been of considerable value. To all of these people
I am deeply indebted.

I especially wish to express my sincere appreciation to Lt Col
William C. Letzkus, my thesis advisor. His special knowledge and identifi-
cation of sources of information have been valuable assets throughout
this study. His careful editing and attention to detail have contributed

significantly to this study.
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ABSTRACT

The budgeting system currently in use within the Department of
Defense has evolved from the Planning-Programming-Budgeting (PPB) System
that was first introduced in the early 1960's. In 1965 this PPB system
was extended to all federal agencies, but it did not live up to its
expectations and as of 1971, it is no longer required throughout the
federal government.

One of the major drawbacks in many budgeting systems is their primary
focus on the increases from year to year in the amounts in various ac-
counting categories, with little systematic regard for program priorities
and results. A relatively new approach to planning and budgeting --
zero-base budgeting -- is intended to overcome this drawback. Basically,
zero-base budgeting implies constructing a budget without any reference
to what has gone before, based on a fundamental reappraisal of purpose,
methods, and resources.

Research has shown that the only real differences between ZBB and
DOD's PPB are the annual reevalgation of all programs and the rank-ordering
of these programs. Research has further shown that ZBB has little posi-

3 tive to add to the DOD budget process. The impact of ZBB implementation

within DOD should prove to be minimal for FY 79, but it may prove to be

more significant in succeeding years.
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AN ANALYSIS OF INITIAL EFFORTS TO IMPLEMENT
ZERO-BASE BUDGETING IN THE DEPARTMENT OF THE AIR FORCE

I. INTRODUCTION

Functions of Budgeting

A1l budgets are viewed as having three primary functions: control,
management and planning (Ref 47:244). Control refers to the process of
setting forth certain conditions and limitations in the budget to ensure
compliance with imposed spending restrictions. The management function
emphasizes a process by which managers ensure that resources are utilized
efficiently in the accomplishment of an organization's objectives. The
planning function of budgeting involves the determination of objectives,
the evaluation of alternative courses of action, and the authorizaticn
of certain programs. Every budget includes some aspect of all three of
these functions, but one of them will usually tend to dominate (Ref 47:

244).

Evolution of Budgeting Systems

Through the years, budget reform has attempted to concentrate on
different functions of the budget. Most of the early budgeting systems
stressed the control function, with the focus on accountants instead of
managers. Then, in accordance with the recommendations of the Hoover
commission in 1949, performance budgeting became the vogue, with empha-
sis on the management function. Next was program budgeting, which came

te prominence in the mid sixties. This was an attempt to emphasize the

pianning function (Ref 50).
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During the early 1960's a Planning-Programming-Budgeting (PPB) System
was developed for the Department of Defense (DOD). This was an attempt
to introduce a program structure and a multi-year planning process into
DOD budgeting instead of the old performance budgeting system. In 1965
President Johnson issued a directive requiring PPB by all federal agencies
(Ref 40:140). Although PPB is still used within DOD, PPB did not live up
to its expectations, and as of 1971 it is no longer required throughout
the federal government (Ref 45:146).

One of the major drawbacks in many budgeting systems is their prim-
ary focus on the increases from year to year in the amounts in various
accounting categories, with little systematic regard for program prior-
ities and results. A relatively new approach to planning and budgeting --
zero-base budgeting -- aims to overcome this drawback. Basically, zero-
base budgeting (ZBB) implies constructing a budget without any reference
to what has gone before, bésed on a fundamental reappraisal of purpose,
methods, and resources (Ref 53:1). This is an attempt to change the
focus from an incremental process to a thorough reexamination of the
budget base. As such, zero-base budgeting is fundamentally a planning

process.

The Need for ZBB

The concept of zero-base budgeting is not new, and the failure to
consider the budget as a whole has been under attack for years. As far
b~k as 1924 E. Hilton Young wrote:

It must be a temptation to one drawing up an
estimate to save himself trouble by taking last
year's estimate for granted, adding something to
any item for which an increased expenditure is
foreseen. Nothing could be easier, or more

o, it b il



wasteful and extravagant. It is in that way
obsolete expenditure is enabled to make its appear-
ance year after year long after reason for it has
ceased to be (Ref 8:172).

This same view has since been echoed by numerous writers. However,
between 1966 and 1976 the funds expended annually by the federal govern-
ment without any current review increased from $55 billion to more than
$165 billion. During this same period "uncontrollable" costs grew from
59 percent of the federal budget ($93 billion) to 77 percent of the
budget ($303 billion) (Ref 43:40).

Graeme M. Taylor addresses some of the specific problems now faced
by the federal government as follows:

Budget justifications focus almost exclusively on
increments . . . the additional positions and dollars
requested above the "adjusted base." Neither the
President nor Congress are routinely provided the
opportunity of examining whether objectives should be
changed, or whether the same objectives could be
attained more economically, or what would be the
consequences of funding a given program at varying
levels. Interagency trade-off opportunities, within
the same general program area, are difficult to
examine without special analyses. The link between
costs and services provided is hard to discern.
Often, cuts are imposed without any explicit recog-
nition of which services will be reduced by what
amounts. Agencies are frequently expected to absorb
cuts and still, somehow, maintain the present level
of operations (Ref 53).

Traditionally, a manager takes the past year's budget as a starting
point and adds to it the additional projects, programs, and personnel that
he wants. Then, he concentrates on justifying the incremental increase
only. The problem with this method is that it assumes that the projects
and ongoing activities making up the past vear's budget: (1) are essen-
tial to the mission of the organization and must be continued during the

budget year, (2) are being performed in an optimal, cost-efficient manner,




and (3) are projected to be cost-effective in the budget year (Ref 3:5).
Inherent in this incremental process is the assumption that the current
"base" is made up of only necessary, cost-efficient activities that
should be continued through the budget year. If one can accept this
assumption, it is possible to concentrate on an analysis of just the
incremental increase (Ref 3:8). However, if it turns out the assumption
was wrong, as is highly likely, then the simplistic extrapolation has
generated a grossly incorrect, inflated budget (Ref 13:3).

It is now widely recognized that many of our existing programs simply
have outlived their usefulness, work at cross-purposes with recently
enacted programs, or are merely duplicative of other activities. A sys-
tematic review process which can result in the termination of such pro-
grams is needed (Ref 61:54). Zero-base budgeting is seen as an answer to
this need.

With zero-base budgeting the manager starts with the assumption that
he has zero dollars to work with. From that point on he views all activ-
ities and priorities afresh; and, based on a cost/benefit analysis, pre-
sents a new set of allocations for the upcoming budget year. Basically,
this amounts to malyzing and justifying each project and activity, cur-
rent as well a- v, each year and then ranking it against all other
alternatives. )-base budgeting puts the emphasis aon choice. Managers
must consider .n alternative ways of providing service as well as
alternative funding levels (Ref 31).

It must be noted that zero-base budgeting is a management concept.
It is not a fixed procedure or set of forms to be applied uniformly from

one organization to the next. The mechanics and management applications
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k may differ significantly from oneorganization to another. The process

must be adapted to meet the specific needs of each user (Ref 37:2).

Evolution of ZBB

A variation of zero-base budgeting was tested by the United States

Department of Agriculture (USDA) for its fiscal year (FY) 1964 budget,
but it is generally considered to have been a failure. As it is prac-
ticed today, zero-base budgeting was developed by Peter A. Pyhrr in 1969,

, while he was control administrator for Texas Instruments, Inc. Pyhrr's

» process was first adopted in government by Governor Jimmy Carter of
Georgia for the preparation of Georgia's fiscal 1973 budget. Some 300
businesses and a dozen state governments are now utilizing this concept

] (Ref 11:24).

It now appears that zero-base budgeting will be adopted in the
federal government, sponsored by both the President and Congress. There
have been nearly three dozen bills introduced in Congress that call for
some form of zero-base budgeting for the entire federal government (Ref

62:79). The most promising of these bills is the Government Economy

e

and Spending Reform Act of 1976 (S.2925), which was introduced by Senator
Muskie and is backed by more than half of the Senate (Ref 28:1) This bill

. calls for the automatic termination of all agencies and programs every
fifth year. Then, before an agency or program can be renewed, Fvery one
of its spending functions must undergo a zero-base review.

In addition to congressional interest with zero-base budgeting,
President Carter has issued a memorandum for Bert Lance, Director of the

Office of Management and Budget (OMB), to review the federal budget




process for the preparation, analysis, and justification of budget esti-
mates, and to revise those procedures to incorporate the appropriate tech-
niques of the zero-base budgeting concept. President Carter has stated
that the FY 79 budget is to be prepared using zero-base budgeting (Ref 19).
Some government agencies have already begun experimenting with zero-
base budgeting. Among these agencies are the Department of Housing and
Urban Development, the National Aeronautics and Space Administration, the
Consumer Product Safety Commission, the Federal Reserve Board, and the

Environmental Protection Agency (Ref 58:162).

Objectives of This Thesis

As already stated, President Carter has directed that zero-base
budgeting is to be used for the preparation of the FY 79 budget that he
will submit to Congress. This requirement has been anticipated by Air
Force managers, and there is considerable interest in learning as much as
possible about zero-base budgeting. The problem presently being faced
is the determination of what actions should be taken to provide for the
successful implementation of zero-base budgeting. However, Air Force
organizations at the operating 1ev;1,(e.g., System Program Offices (SPO's))
have received no definitive requirement to implement ZBB.

%he primary objective of this study is to acquaint the reader with
the zero-base budgeting concept and also to identify potential problems
and/or problem areas which may be encountered during the implementation
of ZBB. Some of the background and relevant factors which have a bearing

on the problems will be discussed. The study was designed to be an aid

for Air Force managers who must deal with zero-base budgeting.




Scope, Limitation, and Assumption

In order to limit the scope of the research effort, the study
initially focused on the implementation of zero-base budgeting within the
Deputate for Aeronautical Equipment (AE) at Wright-Patterson Air Force
Base (AFB), Ohio. However, during the course of the research, it soon
became apparent that, because of upper-level decisions, the impact on
system program offices will be minimal. As a result, the direction of
this study was chang=d so as to permit generalization to all Air Force
organizations. U™ "*~, however, emphasis is placed on the Air
Force Systems Cormm. arogram office.

The most serious limitation to this study is the fact that it was
not possible to personaliy visit any organizations now utilizing zero-
base budgeting. Therefore, it was necessary to rely quite heavily on
published and unpublished documents. It must be assumed that the 1liter-
ature paints a true and accurate picture of zero-base budgeting. In
addition, it must also be assumed that other public and private experi-
ence with zero-base budgeting will prove relevant to ZBB in the federal

government.

Conduct of Research

Initial research efforts consisted of a thorough search of zero-base
budgeting literature in order to learn its background and essential ele-
ments. A record was maintained of all organizations, both public and
private, mentioned in the literature as having any dealings with zero-
base budgeting. Letters requesting information were then sent to as many

as possible of these organizations. Numerous replies were received.
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On 29 March 1977, the author attended a seminar on zero-base budget-
ing at the Eugene W. Kettering Center in Dayton, Ohio. This seminar was
designed specifically for local government officials and social agencies.

It was also necessary to learn as much as possible about the current

‘ budgeting process within the Air Force in general and Air Force Systems
Command (AFSC) in particular. Applicable regulations, manuals, memoran-
dums, and letters were studied. In addition, informal interviews were
conducted with budget experts within the Deputate for Aeronautical Equip-
L ‘ ment, Aeronautical Systems Division, and Air Force Headquarters. These
conversations served a dual purpose by acquainting the author with the
current budgeting process and aiso by providing any ideas these experts
had about implementing zero-base budgeting. !
Once all the data were gathered, it was decided to concentrate the
study on those aspects of the zero-base budgeting (ZBB) concept that have
L received the most attention in publsihed articles as well as those

aspects that seem most relevent to Air Force managers. 1

. Organization of This Thesis

This thesis is divided into six chapters. Chapter [ acts as the
introduction, providing the purpose and background of this study as well
as the approach utilized in reaching the objectives of the author.

Chapter Il addresses the present budget system within the Department of

Defense. Chapter IIl presents the theory of zero-base budgeting. In-

p—

cluded in this chapter are the essentials of zero-base budgeting, the

zero base process, and ZBB design considerations. Chapter IV is a




'¥’d{scussion of zero-base budgeting in terms of benefits and problems to be
expected, with a Took at two cases of implementation in government. %
Chapter V is a discussion of official federal government and Air Force
actions taken to implement zero-base budgeting. Chapter VI presents an

analysis of ZBB implementation and recommendations to overcome some

identified problems.




II. THE CURRENT DOD BUDGET SYSTEM

Introduction

The budgeting system currently in use within the Department of
Defense has evolved from the Planning-Programming-Budgeting System that
was first introduced in the early 1960's. This PPB System was extended
to all federal agencies in 1965, but the requirement that all federal
departments and agencies use PPB was revoked in 1971.

When President Johnson directed all federal agencies to adopt PPB,
five reasons were given for its adoption:

(1) To identify national goals with greater precision and

determine the priority among goals.

(2) To develop and analyze alternative means of achieving

the goals.

(3) To project long-term systems costs and relate them to

the benefits of each program.

(4) To specify plans for several years ahead that will achieve

the stated objectives.

(5) To strengthen control over programs and budgets through

improved measurement and analysis of program performance
in relation to cost (Ref 40:142).

Before discussing a proposed change like zero-base budgeting, it is
necessary to have at least a fundamental understanding of the present
system that must be changed or modified. To this end, this chapter will
address the current budgeting process within Congress, the Department of

Defense, and Air Force Systems Command.

10




Characteristics of PPB

Any Planning-Programming-Budgeting system has the following char-
acteristics:
(1) Identification and examination of goals and objec-
tives in each major area of governmental activity.
(2) Analysis of the ocutputs of a given program in terms
of its objectives.
(3) Measurement of total program costs for several
years ahead rather than for just one year.
(4) Formulation of objectives and programs extending
beyond the annual budget submission.
(5) Analysis of alternatives to find the most cost-
effective means of achieving the desired objective.(Ref 48:19-23)
Planning-Programming-Budgeting was introduced within DOD amidst a
storm of controversy. Its opponents charged that it was really nothing
new and distinctive or that it would have no real effect on governmental
decision making (Ref 47:243). Planning-Programming-Budgeting promised a
great deal that many people claim it has failed to deliver (Ref 45:146-149).
In theory, plans and programs should drive the budget; but, in practice,

it has been found that the budget drives plans and programs (Ref 14:41).

Program Structure

A11 programs of the military services are classified into 10 major
D00 programs. Each of these 10 major programs contains different types
of services, systems, and activities, but each has a common mission or
purpose. This program structure serves as a bridge between military

planning and budgeting. The 10 major DOD programs are:

1
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(1) Strategic forces

(2) General purpose forces

(3) Intelligence and communications

(4) Airlift/sealift

(5) Guard and reserve forces

(6) Research and development

(7) Central supply and maintenance

(8) Training, medical, and other general personnel
activities

(9) Administration and associated activities

(10) Support of other nations

The 10 major programs are broken down further into program elements.
A program element may be defined as:
A description of a mission by the identification of the
organizational entities and resources needed to perform
the assigned mission. Resources consist of forces,
manpower, material quantities, and costs, as applicable.
The program element is the basic building block of the
FYDP (Five Year Defense Program). (Ref 55:106)
Major programs are aggregations of program elements. There are now approx-
imately 1300 different program elements active within DOD.
A11 DOD major programs are compiled into what is known as the Five
Year Defense Program (FYDP). The FYDP can be described as:
The official program which summarizes the secretary
of defense approved plans and programs for the
Department of Defense. The FYDP is also represented
by a computer data base which is updated regularly
to reflect decisions. (Ref 56:3)
The FYDP is a five year projection of program costs and an eight year
projection of required forces. There is nothing legally binding about the

FYDP on either the President or the Secretary of Defense. In the words of

12




Alan C. Enthoven, former Assistant Secretary of Defense (Systems Analy-
sis),

You might say it (the FYDP) is an official set of
assumptions about the forces we currently plan to
request authorization for in the future, assumptions
from which the financial planners can derive the

budget requests required to support forces. (Ref 54:225)

Appropriation Structure

PPB has not replaced the traditional appropriation structure. On
g the contrary, PPB has resulted in a parallel and interacting process in
hich decisions are based on joint consideration of program and appro-
priation structures and requirements. William Letzkus states that,
“Two budget and accounting structures and systems are required - one for
appropriation (fiscal) requirements, the other for program (PPB) require-
ments. (Ref 29:21-22)

Charles J. Hitch describes four benefits which derive from this dual

structure. First, the appropriation structure represents the form in
which DOD (and presumably other agencies) actually manages its resources.
Second, the appropriation structure provides needed flexibility for
adjustments that inevitabiy occur during the budget year. Third, a pro-
gram structure would be less amenable to change than the appropriate
structure, yet would require greater flexibility. Finally, Congress pre-
fers the appropriation structure (Ref 23:29-31).

The appropriation structure is made up of a number of major cate-
gories. For active Air Force organizations the most important of these

are:
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Procurement

Aircraft 3010
Missiles 3020
Other 3080
Construction 3300
Operation and Maintenance (0&M) 3400
Military Personnel 3500

Research, Development, Test and Evaluation
(RDT&E) 3600

Historically, Congress funds by categories (RDT&E, Procurement,

0&M, etc.). Since the life cycle of all Air Force systems crosses
appropriation categories, more than one appropriation is required.
to support an entire program.

Congress is concerned with exercising line item control over certain
elements of the DOD budget. Therefore, the RDT&E and procurement cate-
gories of the appropriation structure are broken down further into the
budget/program activity code (BPAC), which is a code set up to identify a

significant segment of Air Force operations or programs.

Reprogramming

The previous discussion is not intended to imply that the budget is
inflexible once Congress has appropriated the funds. When a shift of
emphasis in Air Force activities is required for any reason, the budget is
subject to revision. It is possible to fund high priority requirements at
the expense of lower priority items through a process known as reprogram-
ming. Basically, a reprogramming is a shift of available funds from one
item to another. This shift must be accomplished within the total of the
applicable appropriation or apportionment (if the latter is less). There

are stringent restrictions on reprogramming, but the process does allow

14




for some flexibility. It should be noted that without prior approval it
is not permissable to reprogram between weapon systems or between BPAC.
If reprogramming is not an adequate answer, it is also possible for the

President to request a supplemental appropriation or a budget amendment.

Authorizations

It is important to note that some statute or legal authorization must
exist before funds can be appropriated for the specific agency or pro-
gram involved. Some federal activities are sanctioned by the U.S. Consti-
tution and do not require legislation specifically authorizing them. Some
activities are authorized by statutes already on the books. Still
others must be authorized at specific intervals. Authorization can be
granted for anywhere from one year to an indefinite period of time. Thus,
authorization is the first step toward establishment of the nature and
amount of federal expenditures (Ref 57:26).

As far as the Department of Defense is concerned, the operations of
the military establishment are sanctioned by the Constitution and do not
require any general authorizing legislation. However, some areas of
defense spending do requjre annual authorizations. Among these annual
authorizations for DOD are defense procurement, RDT&E, construction, and
military and civilian personnel end strengths.

These authorizations are the responsibility of the substantive com-
mittees of the two Houses of Congress. For example, the creation of a
new defense program would require the progression of a bill through the
House and Senate Armed Services Committees, votes in the two Houses of
Congress, then possibly to a conference committee, and eventually a
final vote in each house. In most cases this review would be based upon

a review of program and management considerations (Ref 55:49).
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In recent years it has become common for authorizing legislation to
specify dollar 1imits on subsequent appropriations. If a specific dollar
amount is authorized for appropriation, this amount usually represents the
maximum which is considered justifiable in order to achieve the benefits
anticipated from the legislation (Ref 55:49-50). During this process
there is seldom any concern expressed for balancing one program against
another. Cost considerations are relegated to secondary importance as the
committees are primarily concerned with advancing the particular program
(Ref 57:28). It is during the appropriation process that competing
¢laims for resources (dollars) are considered, and it is then that the
allocation of dollars takes place.

Murray L. Weidenbaum stresses the importance of the authorization

process when he states:

In any budgetary control efforts, consideration must be
given to the increment of basic authorizing legislation
which is proposed each year -- the enactment of new sub-
stantive legislation, the extension of expiring legisla-
tion and the modification or repeal of existing statutes--
for here is the birth stage, and rebirth and growth
stages, of a substantial proportion of federal spending
(Ref 57:27).

The DOD Budget Cycle J
|

In keeping with legislative requirement, the President submits his
annual budget request to Congress each January. It is around this date
that the Planning-Programming-Budgeting System must function. Although
the President's budget submission is annual, the development of that
budget covers 21 months. Thus, there can be two budgets in different

stages of development at the same time.
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Although PPB is an integrated system, each budget goes through the
separate functions of planning, programming and budgeting. The following
discussion will cover the budget cycle in terms of these discrete func-
tions. The budget cycle to be discussed is depicted in Figure 1. Al-
though the steps in this process will be covered in sequential order, it

should be noted that the process covers more than one year. In order to

keep clear the relevent year for each step, the reader may find it helpfu

to refer to Figure 1 during the discussion.

} Planning
7 The planning function begins with the issuance in early May of the
Joint Strategic Objective Plan (JSOP), Volume I. The JSOP is defined as:

: A document prepared annually which provides the

% advice of the Joint Chiefs of Staff to the Presi-

‘ dent and the Secretary of Defense on the military
strategy and force objectives for attaining the
national security objectives of the United States.
In addition to recommendations on major forces,

it includes the rationale supporting the forces and
assessment of risks associated therewith, costs and
manpower estimates, and other supporting data.

(Ref 55:105).

In September, the Secretary of Defense issues the Defense Policy

and Planning Guidance (DPPG), which is based on a comprehensive review

RECEITEY

of JSOP, Volume I, as well as decisions made by the President and the
i Secretary of Defense. The Joint Chiefs of Staff (JCS) and the Military
: Departments then review the DPPG and submit their comments to the Secre-

tary of Defense (SECDEF). The DPPG does not impose any specific fiscal

constraints, but it does discuss current resource limitations. After
considering JSOP, Volume I, the DPPG, and all comments received from DOD

components, the Joint Chiefs of Staff issue JSOP, Volume II, Analysis and
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Force Tabulations, in December. Volume Il presents recommended force
levels as well as recommendations and supporting rationale for the

development and deployment of new systems.

Programming

The planning phase is completed in February with the issuance of the

Planning and Programming Guidance Memorandum (PPGM) by the Secretary of

Defense. The PPGM provides fiscal guidance and other documents, including
an updated version of the DPPG. The programming phase continues through
the preparation of the Joint Force Memorandum (JFM), the Program Objec-
tive Memoranda (POM's), the review and analysis of these documents, Issue
Papers, and the Program Decision Memoranda (PDM's). This programming
phase runs until the end of August.

The Joint Force Memorandum (JFM) is submitted by the JCS to the
Secretary of Defense in early May. This document is in compliance with
the Planning and Programming Guidance Memorandum (PPGM) and provides the
recommendations of the JCS on fiscally constrained force levels and
support levels. The JFM identifies major force and force-related issues
which will require decisions during the current year.

Each DOD component submits a Program Objective Memorandum (POM)
shortly after the Joint Force Memorandum. A POM is:

A memorandum in prescribed format submitted to the
Secretary of Defense by the Secretary of a Military
Department or the Director of a Defense Agency which
recommends the total resource requirements within
the parameters of the published Secretary of Defense
fiscal guidance. (Ref 55:107)
The Air Force POM is a statement of the Air Staff proposed position. It

is approved by the Air Force Chief of Staff and is signed by the Secretary
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of the Air Force. The POM covers a period of five years for program costs
and eight years for forces. Since the POM is supposed to correspond with
Secretary of Defense guidance, the Air Force may choose to submit an
alternative POM, which does not comply with SECDEF guidance. The Secre-
tary of Defense will also consider this alternate POM. (Ref 2:2-9) The
POM preparation forces the Air Force to challenge its own programs, to
compare alternatives, to consider new programs, and to justify its recom-
mendations. It is toward this POM submission that program/budget submis-
sions at the operating level are directed.

During June and July the Secretary of Defense transmits Issue Papers
to DOD components for comment. These Issue Papers define the issue, note
the alternatives, and evaluate the alternatives. These Issue Papers and
their attached comments then form the basis for decisions by the Secretary
of Defense in the Program Decision Memorandum (PDM). (Ref 2:2-9)

After the Secretary of Defense reviews the JFM, POM's, analysis
studies, and Issue Papers, tentative Program Decision Memorandums are pub-
lished in late July. These POM's give the decisions of the Secretary of
Defense on POM's and the JFM. The 00D components have 10 days to comment
before the final PDM's are published in August. At this point the program-

ming phase of the budget cycle is at an end (Ref 2:2-9).

Budgeting
The budgeting phase begins with the initial issuance of Budget

Guidance at the beginning of September. In October, the DOD components

submit their budget estimates for the next fiscal year to the Secretary

of Defense. A FYDP update is also submitted at this time. Then, begining
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in early November, tentative Program Budget Decisions (PBD's) are pub-
lished by the Secretary of Defense. These PBD's can be challenged, but
final PBD's are usually issued by the end of December.

The end products of this process act as inputs to the President's
budget, which is presented to Congress in January. In addition, the
FYDP and Air Force Systems Command Five Year Program are updated to re-

flect the decisions made during the PPB process (Ref 2:2-9).

Inputs From the AFSC Operating Level

As stated in the previous section, the Air Force proposes its plan
through the Program Objective Memorandum. This is a document which
E identifies all proposed Air Force programs, new as well as old. This
3 document also presents a detailed analysis of these programs. The
annual program/budget submission of field units (e.g. SP0's) is directed

toward providing the justifications for the plan contained in the POM.

The principal means by which these units at the operating level within
AFSC are able to make inputs to the budgeting system is the AF Form
1537 (Weapon System Budget Estimate). Figure 2 shows how inputs from
the operating level fit into the USAF budget cycle.

Shortly after the issuance of JSOP, Volume 1, Headquarters Air Force

@ Systems Command (HQ AFSC) develops goals that are transmitted to all
attached units in the field. Then, in approximately December, these
field units submit to HQ AFSC, via AF Form 1537, their proposals for new

! and old programs. Once these 1537's are received at AFSC Headquarters,

they are analyzed and compiled to form a Systems Command proposal that is

transmitted to USAF Headquarters. Headquarters USAF then takes all docu-

ments received and comes up with a tentative POM (designated A-1). There
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is interaction between HQ USAF and all subordinate units as two more
tentative POM's (A-2 and A-3) are published. Then, the final POM, which
is actually the fourth iteration, is published.

Now the AF Form 1537 once again enters the picture. During the
first part of August, field units once again submit 1537's to HQ AFSC.
However, these 1537's should be little more than a fine-tuning of the PQM
that was published three months prior. The purpose of this 1537
submission is to allow the field units the opportunity to account for
any necessary changes or adjustments that have manifested themselves
since the original 1537's were submitted eight months prior. This final
set of 1537's is then used to make up the Air Force budget as presented
to the Secretary of Defense.

When field units (i.e. SPO's) are required to submit program/budget
estimates to higher headquarters, they do so by means of AF Form 1537.
Financial managers assigned to Program Control within the respective
SPO's assume primary responsibility for putting together all the neces-
sary elements of the submission. In doing so, they contact all individual
program mangers to verify all documentation.

AF Form 1537 is a document that is used to provide detailed esti-
mates of required funding for all programs/projects for a five year
period, corresponding with the AFSC Five Year Program currently being
developed. In addition, the form also indicates the amount of funds
already budgeted for each program/project.

The preparation of this form requires the program manager to analyze
the impact of both increased and decreased funding levels. In addition,
he must make a decision as to the relative priority of all tasks associ-

ated with his program.

23




Some Reasons For Budget Growth

When agencies formulate their budget requests and when Congress
acts to appropriate funds, the basis for their decisions is primarily an
incremental approach. Ordinarily, the previous year's appropriation is
accepted as a "base," and analysis centers only on the increments which
extend the budgeting program into the future. In the words of Arthur F.
Burns:

Customarily, the officials in charge of an established
program have to justify only the increase which they
seek above last years appropriation. In other words,
what they are already spending is usually accepted as
necessary, without examination. (Ref 38:111)

The result of this budgeting approach is that the budget for nearly
every government agency and program increases nearly every year. The
increases are usually justified by constantly new or better services or
programs, by inflation, etc. These may be valid reasons, but the real
cause would seem to be a system that tends to perpetuate wasteful
spending.

Department heads are aware of the incremental approach by Congress
and are fearful that if they reduce their budget or fail to spend their
total appropriation, they may find it difficult to get increased funding
in future years when they need it to meet new needs that arise. As a
result, requests for budgetary items are often submitted long after the
need for the item has passed.

The time constraint on the spending of an appropriation can encour-

age the wasteful spending of all available funds prior to the end of the

applicable fiscal year. Most appropriations are available for only a
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specified time. When that time is over, any funds not yet obligated are
no longer available for new obligations. Managers at all levels want to
use all of their appropriated funds so they can justify their total
appropriation. Therefore, in the last days before an appropriation
expires, managers often make every effort to ensure that their total
appropriation is obligated.

In addition to the fact that the budget for a given agency or pro-
gram is constantly growing, another characteristic of government budge-
ting is the fact that government organizations often outlive their value.
This can result because the need for a particular program or agency often
goes unchallenged.

As it is now, most federal agencies come before
Congress at budget time safe in the assumption

that continuation of their programs is assured.
(Ref 61:53)

Perhaps the most significant explanation for this phenomenon is
advocacy. Every program or agency in being has its diehard advocates
from the time of its birth. Those persons who deal with a particular
agency or program grow comfortable with it, feel 1ike experts on it, and
will fight to keep it alive (Ref 24). In addition, Washington is full of
lobbyists who represent the advocates of a particular agency or program.

In a political environment it can be dangerous to attack an established

agency or program.

Congressional Budget and Impoundment Control Act of 1974

Congress had long recognized the deficiencies in federal budgeting
when it passed the Congressional Budget and Impoundment Control Act of

1974. Prior to passage of this act, timing within the budget process was
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very poor. There was no Congressional action prior to February, with
the budget year beginning only five months Tater on 1 July. There was
no specific committee responsible for budget overview and there was no
year-round budget staff available to Congress. Spending decisions were
the product of many separate, unrelated decisions. There was a lack of
coordination between Congressional decisions as to spending, surplus/
deficit, and economic needs. There was an inability to compare and
determine the relative importance of programs.

Congress recagnized these shortcomings and specifically designed
the new budget act to overcome them. The Congressional Budget and
Impoundment Control Act of 1974 provides for Congress to establish national
budget priorities and to make coordinated decisions on total federal
obligation authority, expenditures and revenues, and budget surplus/deficit.

Congressional Budget Committees were established in both the House and

Senate. A Congressional Budget Office was established to assist the
Congress. The beginning of the fiscal year was moved to 1 October and
detailed procedures and deadlines for the Congressional budget process
were established in order to meet that date.

The Congressional Budget and ImpOundmeht Control Act of 1974 addresses

| many of the characteristics of the PPB system as discussed in the early

part of this chapter. Congress attempted to incorporate some of these
characteristics into the current budget system to a higher degree than
they were in the past, as demonstrated below.

First, Congress has attempted to facilitate identification of the
output of a given program in terms of its objectives. Title VII of the

Congressional Budget and Impoundment Control Act of 1974 authorizes House
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and Senate Committees to conduct program testing or analytic activities
or to require agencies to evaluate programs and report the results to
them. It also expands the program review and evaluation authority of the
General Accounting Office (GAQO) to enable it to provide additional assis-
tance to the Congress. The GAQ is toassess program performance relative
to Tegislative objectives, to review and evaluate results of government
programs, to recommend methods for review/evaluation of government pro-
grams, and to establish an office for program review and evaluation.

Second, Congress is attempting to better consider an extended time
horizon and total program costs. The Congressional Budget Office (CBO)
is responsible for preparing "to the extent practicable" a five-year
cost estimate for carrying out any public bill or resolution reported by
any committee (except the two appropriating committées). The CBO also
prepares an annual report that addresses long-range impacts of these bills
or resolutions. The President's budget is now required to reflect the
budget year and the four succeeding years. Also, requests for new pro-
gram authorizations must be submitted for at least the first two years of
the program.

Third, there will be increased analysis of alternatives. The
Congressional Budget Office (CBO) is responsible for furnishing to the
Budget Committee in both the House and Senate an annual report on alterna-
tive allocations among major programs and functional categories, all in
the Tight of major national needs. The CBO is also tasked with performing

analyses for other Congressional committees and individual members.
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Summar

The budgeting system currently employed by the Department of Defense
has evolved from the Planning-Programming-Budgeting (PPB) System that
; was introduced in the early 1960's. This budgeting system is character-
| ized by a program structure and long-range plans. In addition, DOD must

concurrently satisfy the authorization and appropriation processes.

T T, ST T T T

The DOD budget preparation cycle goes through three distinct phases
-- planning, programming, and budgeting -- and covers a period of 21
months. Within the Air Force, this cycle is characterized by frequent
interactions between different levels of the Department of the Air Force
i and other federal government structures.
| Congress recognized many of the inherent problems with federal :
budgeting when it passed the Congressional Budget and Impoundment
Control Act of 1974. This act should provide Congress better control

over the federal budget while ensuring that specific expenditures and

their effects are analyzed much more closely than was true in the past.




III. THE THEORY OF ZERO-BASE BUDGETING

Introduction

The basic purpose of any budgeting process is to effectively allocate
limited resources among various objectives. However, experience has shown
that this is not always accomplished. Rearing its head as an example of
the worst that can happen is New York City and its financial plight. It
is essential to realize that resources (dollars) are limited. No organiza-
tion can afford to fund an agency or program that has outlived its use-
fulness. In the words of President Carter:

"...there is no inherent conflict between careful plan-
ning, tight budgeting, and constant management reas-
sessment on the one hand, and compassionate concern

for the deprived and afflicted on the other. Waste and
inefficiency never fed a hungry child, provided a job
for a willing worker, or educated a deserving student.”

(Ref 11:26)

A concept that is gaining popularity as a means of controlling bud-
gets is zero-base budgeting (ZBB). This is a concept which at its most
basic level means the periodic reevaluation of all programs (Ref 39:25).
Zero-base budgeting is a management oriented approach that can be used to
improve planning, budgeting, and operational decision making. The theory
behind ZBB is the idea that the budget should be built from the ground
up with nothing taken for granted. This approach makes it possible to
make major reallocations from one year to the next (Ref 42:5).

The purpose of this chapter is to discuss the theory behind zero-base
budgeting as well as the steps necessary to put the concept into practice,
without any attempt at judgment of the concept. The discussion will con-

centrate on the essential elements of ZBB, the zero-base process, and

design considerations when implementing the concept.
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The concept of zero-base budgeting relies on key features and terms.
Frequently used terms inherent to the zero-base budgeting concept, along

with their definitions, are included as Appendix A of this study.

Zero-Base Budgeting Defined

Zero-Base Budgeting (ZBB) can be defined as:

An operating planning and budgeting process which re-
quires each manager to justify his entire budget
request in detail from scratch and shifts the burden
of proof to each manager to justify why he should
spend any money at all. This approach requires that
all activities be identified in "decision packages"
which will be evaluated by systematic analysis and
ranked in order of importance. (Ref 41)

Zero base budgeting is a bottom-up approach that deals with the
total budget request, not just the increase or decrease over the previous
year. Existing activities are scrutinized as closely as proposed new
activities. There is an emphasis on choice. Alternative ways of provi-
ding services are considered as well as alternative funding levels.
However, zero-base budgeting does not make the decision-making process any
easier. Zero-base budgeting rests on the assumption that a decision-
maker will choose the optimum alternative gs long as he is provided the
proper information upon which to base his decisions. Zero-base budgeting
provides information in a systematic structure that aids decision-makers.
Zero-base budgeting provides the necessary information, but it does not

ensure that the correct decision is made (Ref 27:20).

It is important to note that ZBB is best applied to actionable or

discretionary activities which have service and support as the primary

outputs (Ref 22:3). Basically, "An actionable or discretionary item is

an activity or program in which a cost/benefit relationship can be
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jdentified, even if that relationship is highly subjective" (Ref 42:6).
Therefore, ZBB can be applied to such areas as marketing, finance, person-
nel, research and development, and maintenance (Ref 34:71).

Basic Elements of ZBB

The four basic elements of zero-base budgeting are:
(1) Identification of “decision units."
(2) Analysis of decision units and the formulation of
"decision packages."
(3) Ranking.
(4) Allocation of resources accordingly (Ref 42:6).
The Office of Management and Budget defines a decision unit as:
The program or organizational entity for which
budgets are prepared and for which a manager makes
significant decisions on the amount of spending and
the scope or quality of work to be performed .
(Ref 36:1).
Thus, decision units are the lowest-level entities for which budgets are
prepared. They may be programs, organizational units, cost centers, etc.
The decision units should correspond to the responsibility for budget
decision-making and should have an identifiable manager. Other factors
to be considered when selecting decision units include relative size and
data constraints (Ref 50).
Once the decision units have been determined, it is necessary to
analyze them and to formulate decision packages. Mr. Pyhrr states:
A decision package identifies a discrete activity,
function, or operation in a definitive manner for

management evaluation and comparison with other
activities. The identification includes:
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--Purpose (or goals and objectives).
~--Consequences of not performing the act.
~-Measures of performance.
--Alternative courses of action.
--Costs and benefits. (Ref 40:6)
The Office of Management and Budget defines these decision packages
in terms of documentation requirements as:
A brief justification document that includes the
information necessary for managers to make judgments
on program or activity levels and resource require-
ments. A series of decision packages (a decision
package set) is prepared for each decision unit and
cumulatively represents the total budget request for
that unit. (Ref 36:1-2)
The analysis of decision units and formulation of decision packages
is a very involved and time consuming process. First, it is necessary
to describe in detail the current method of operation while at the same
time developing performance or output measurements and detailing the major
objectives. Next, it is necessary to develop alternatives and to evaluate
the corresponding advantages and disadvantages of each. A "minimum level"
or "survival level" must be determined. This is the level of service and
funding below which the decision unit might as well be eliminated. Once
the minimum level has been established, successive increments of service
and cost are outlined (Ref 50). In most cases there is no firm rule as
to the total number of decision packages for each decision unit.
Typically, the analysis of these decision packages is communicated
to the next higher manager on a set of forms (Ref 26). Then, the organiza-
tion can hold managers accountable for the programs and performance to
which they are committed in each decision package (Ref 42:10-11).
The next element of the ZBB concept involves the ranking of decision

packages. A manager reviews all decision packages from all decision units
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reporting to him and then lists them in order of relative priority. In
practice this ranking process can be accomplished either by a single
manager or by a committee that includes this same manager and all deci-
sion unit managers reporting to him (Ref 53). This process is repeated

at succeeding levels of the organization's management structure, with
lower-level decision units serving as decision packages at the next higher

level. The ranking process is demonstrated in Figure 3.

Consolidated
Ranking
Decision Decision Decision A-T . ?ig?t
Unit "A" Unit "B" Unit "C" A-2 FREiLy
1 1 1 c-1
2 2 2 A-3
Decision
Packages 3 3 B-1 Funding
« Limit
4 B-2
c-2
A-4
Low
C-3 Priority

Figure 3. The Ranking Process

Once the ranking has been accomplished management allocates resources
accordingly. A cutoff-line is established on the ranking list to corre-
spond with a desired expenditure level. A1l decision packages up to the
level of affordability are approved and funded. As changes in funding
occur, the cutoff-line is shifted in the appropriate direction. How all

of these elements fit together is depicted in Figure 4.
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ZBB Design Considerations

Before implementing ZBB it is essential that the organization con-

sider such factors as:

b R

(1) The strengths and weaknesses of the existing budget
process.
(2) The objectives and expectations for ZBB.
(3) The consumer who will use the information generated.
(4) The implementation strategies to be followed.
: ! (5) The degree of linkage to existing management systems.
(6) The ZBB "technology" to be employed. (Ref 53)
Any attempt to implement a new process like zero-base budgeting
should begin with a thorough analysis of the present process. The rela-
tive strengths and weaknesses of the existing process must be determined.

In this way the new process can be tailored to take advantage of the

strengths of the old process while eliminating the weaknesses (Ref 53).
Next, the organization should consider exactly what it hopes to
achieve by implementing ZBB. These objectives can include:
--To cut budgets rationally.

i -~To reallocate resources.

S

--To provide more credible justifications for budget
requests.

--To forge a link between budgeting, operational
planning, and control.

--To improve management insights.

--To involve line managers in budget formulation.

--To achieve "organizational development” objectives.

35




--To evaluate management capabilities of subordinate
managers.

--To establish program objectives against which accomplish-
ments can be identified and measured.

--To assess alternative methods of accomplishing objectives.

--To analyze the probable effects of different budget
amounts or performance levels on the achievement of
objectives. (Ref 53, Ref 36)

The design of the ZBB process is also dependent upon who is to use
the information generated. The principal “Consumer" can be located at any
level in the organizational structure and the information necessary at
different levels can differ significantly. The consumer can be a legis-
lative body, the chief executive, a department head, line manager, or any
combination thereof (Ref 50).

Implementation strategies must next be considered. First, the scope
of the process must be determined. The decision must be made whether to
apply ZBB to the entire budget or to exclude certain activities or expen-
diture items (Ref 53). Second, the determination must be made whether
to proceed with full-scale implementation across the entire organization
or to set up a test across only a small part of the organization. In
order to make thisdecision, management must consider the degree of risk it
is willing to accept, the size and degree of centralization of the organi-
zation, the capabilities of the managers to be involved, the depth of
decision package development, and the time ‘available (Ref 40:117). The
next consideration involves the relationship of ZBB to the existing budget

process and the appropriate linkage with existing management systems. It
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must be decided whether ZBB is to be a replacement or an add-on to the

present budget process (Ref 53). Also, a decision must be made as to the

|

relationship between ZBB and the current planning, control, and informa-
tion systems. If applicable, management must decide whether or not ZBB
can be linked to an existing PPB or MBO system (Ref 50).
Finally, management must consider the technical and ﬁigceé:ra1
aspects of the ZBB process. In particular, management must look at:
--The logic of decision units (How are they identi-
fied and defined). ¢
--What kind of analysis will be emegsized? (e.g.,
Status quo?)
--The forms, procedures, calenddt of events, and
manual of instructions. 4

--The training and technical assistance necessary

(Ref 53).

Summary

Zero-base budgeting (ZBB) is a concept which at its most basic level

means the periodic reevaluation of all programs. It is a bottom-up

I approach that deals with the total budget request, not just the increase

- or decrease over the previous year. The four basic elements of ZBB are:
(1) Identification of "decision units."
i (2) Analysis of decision units and the formulation of
"decision packages."
(3) Ranking.

(4) Allocation of resources accordingly.
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Successful implementation of zero-base budgeting requires explicit
consideration of such factors as: the strengths and weaknesses of the
existing system, the objectives for ZBB, the "consumer" who will use the
information generated, implementation strategies to be followed, the
degree of linkage to existing management systems, and the ZBB "technology"

to be employed.
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IV. EXPERIENCE WITH ZBB

Introduction

The preceding chapter has addressed the theory of zero-base budgeting
(ZBB), with no specific consideration of the benefits and problems to be
expected. Advocates say that ZBB will cut down wasteful government
spending. Critics, on the other hand, say that the theory sounds good,
but in practice ZBB will do little more than generate paper work (Ref 62:
79). Exactly what ZBB will do for the federal government remains to be
seen.

Obviously, implementation of a new concept like ZBB means the dis-
ruption of normal procedures as affected personnel gain familiarity with
the new concept. This is true with the introduction of any change and
not just with ZBB. However, a number of potential benefits and problems
can be associated with zero-base budgeting. It should be noted that not
all of these benefits and problems are applicable to a given organization.
Management must decide which benefits and problems are applicable to its
specific organization and then make some evaluation as to whether or not

i ZBB is worth the price. This is a decision that each organization must

make individually.

The purpose of this chapter is to examine ZBB in terms of potential
benefits and problems. The first part of the chapter is a discussion of
the potential benefits and problems that can occur in any organization.
Next comes an examination of two well-documented cases where ZBB was
actually implemented in government -- the United States Department of

Agriculture and the state of Georgia.
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Potential Benefits of ZBB

Zero-base budgeting requires the participation of managers at all
levels within the organization. The major benefits of ZBB result from
the inputs of all of these managers. On a theoretical level ZBB advo-
cates claim a number of clear-cut benefits can be identified from an
effective zero-base budgeting effort. Peter Pyhrr, generally acknowledged
as the father of ZBB, divides these benefits into three general categories:
(1) Improved plans and budgets, (2) Follow-on benefits (realized during

the operating year), and (3) Developing the management team (Ref 40:32).

Improved Plans and Budgets é
Peter Pyhrr states that "The most immediate benefits gained from |
zero-base budgeting, and the prime purpose of instituting the process,
are improved plans and budgets." (Ref 40:32) These benefits result
because: ;
--Planning, budgeting, and operational decision-
making are combined into one process.
--Efficient reallocation of resources can result.
Low priority programs can be eliminated or cut
back, and high impact programs can obtain increased
funding by shifting resources within the organiza-
tion.
--Similar functions among different departments can
be identified for comparison and evaluation.

--Management participation and training in the plan-

ning, budgeting, and decision-making process is

expanded across the organization.
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--Identification, evaluation, and justification of all
activities proposed promote a more effective alloca-
tion of resources. Alfernative ways to meet objec-
tives are identified and evaluated.

--Quick budget adjustments or resource shifts are
possible when allowable ;xpenditure levels change.

Once decision packages are identified and given a
priority ranking, this ranking identifies which
packages would be added or deleted to achieve the
desired expenditure level.

--The management process focuses on analysis and decision-
making rather than on numbers. In other words, "what,
why, and how?" are considered in addition to "how much."

(Ref 11, 40, 36)

Follow-on Benefits

After the budgeting cycle is completed, there are follow-on benefits
that the organization can realize during the budget year. These include
the following:

--There is a tendency on the part of managers to con-
tinue to evaluate in detail their operations, effi-
ciency, and cost effectiveness during the operating
year.

--Managers can be measured against the goals, perform-
ance, and benefits to which they committed them-

selves in their decision packages.
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--The ranked list of decision packages can be used
during the year to identify activities to be reduced
or expanded if allowable expenditure levels change.

(Ref 40:34-35)

Manager Development

The third general category of benefit that can derive from ZBB is
manager development. Zero-base budgeting is an educational process that
can promote the development of the management team. Because ZBB is a
bottom-up approach, managers at all levels of the organizational struc-
ture must take an active part. The kind of detailed analysis that is
inherent in ZBB necessitates that each manager know in detail the part
of the organization for which he is responsible. The quality of deci-
sion packages prepared by each manager can serve to evaluate his manage-
ment capabilities. In addition, managers may serve on committees that
rank multiorganization decision packages. This process can produce a
better understanding and appreciatjon of other activities and problems.
(Ref 49:35). Thus, involvement of line managers in the budget formula-
tion can improve management insights. ‘Managers at all levels can become
more knowledgeable about the role of their function within the overall
organization and more aware of the basic interrelationships within the
structure (Ref 30:91).

Participation. President Jimmy Carter has stated that he considers

the most important benefit of ZBB to be expanded management participation
(Ref 11:26). This would seem to be a recognition of the idea that "budgets
are accounting technqiues designed to control costs through people" (Ref

5:97). Participation is a means of minimizing the shortcomings of
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traditional budgeting and is a valuable inherent function in motivation
theory. It is through participation that most of the other’peﬁgfits of
ZBB will be realized. Expanded participation is not only a benefit -- it
is a requirement.

Numerous studies have been conducted to gsé&rtain the effects of
participation. For example, Locke (1966) found that when subjects were
allowed to set their own goals, a definite positive relationship resulted
between the level of intended achievement and the level of actual per-
formance (Ref 49:547). Searfoss and Monczka (1973) found a positive
relationship between perceived participation in the budget process and
motivation to achieve the budget goals (Ref 49:548).

The active participation of middle managers who are responsible for
performance helps promote understanding and acceptance of the plans.
Additionally, participation results in better relations between line and
staff personnel and clarifies performance responsibilities. As the middle
managers participate and start adopting the goals of the organization as
their own, conflict is reduced, communications improve, and the negative

effects of department centeredness are minimized.

Potential Problems with ZBB

As just discussed, zero-base budgeting presents a number of potential
benefits, but even its advocates admit it is not without its problems.
Expected problems can be divided into three general categories: (1) Fears
and administrative problems, (2) Decision package formulation problems,

and (3) Ranking process problems.
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Paul J. Stonich, a ZBB management consultant, indicates that his
experience has shown that most implementation problems center on the
decision unit managers (Ref 52:3). Successful implementation necessi-
tates consideration of the complexities of human behavior. An under-
standing of why and how individuals act, feel, and respond can make any
job in which human relations are involved much more effective and more

likely to succeed.

Fears and Administrative Problems

Peter Pyhrr feels that "The major problem is the threat that many
bureaucrats feel towards a process which evaluates the effectiveness of
their programs." (Ref 37:8) Many managers are fearful of any system that
probes into the innerworkings of their organization and forces them to
identify every activity and exactly what it costs. This is especially
upsetting to managers who favor the status quo and like to avoid making
decisions. In addition, for many managers the name "zero-base" is
threatening and/or the idea of identifying minimum levels of effort
below the current level implies budget cuts. As a result, decision unit
managers are often hesitant to participate. (Ref 52:3, 40:27, 13:299)
Pyhrr goes on to say that his experience has shown this to be more of a
problem with managers in government than those in industry.

As more people become involved in the budget process, which is a
requirement of ZBB, administration and communications become more compli-
cated. First, there are the normal administration and communications
problems associated with large organizations. The bigger the organiza-
tion, the more severe these problems become. In addition, the implementa-

tionof ZBB will involve technicians and specialists with no background
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; in budgeting in the new budget process. This will serve to compound

the problems already caused by "bigness." (Ref 40:27, 13:300)

: Serious problems can occur if upper-level management fails to com-
i municate adequate policy and planning assumptions to lower-level managers

who will be preparing decision packages. With no formalized guidance,

managers will make their own (possibly differing) assumptions. With no

h e o

formal mechanism for providing and revising assumptions, precious time
can be wasted on nonproductive pursuits. (Ref 40:28)

Perhaps the most common criticism of zero-base budgeting is that it
requires more time and effort than the traditional budget procedures.
This is especially true when the concept is new and unfamiliar to the
managers. However, ZBB advocates are quick to point out that this is
only initially true. The time required will decrease significantly as
all persons involved become more familiar with the concept (Ref 30:91,

22:11).

Decision Packages Formulation Problems

Several problems have been identified in the area of decision package

formulation. First, there is the problem of identifying exactly which

activities, functions, or operations should form the basis of decision
f packages. Upper-level management must determine what is "meaningful"
for purposes of the budget process. This means that the decision pack-
ages must have meaning for both the people preparing them as well as
i those reviewing and evaluating them (Ref 49:30, 45).
The theory of ZBB requires that a minimum level of effort be identi-
fied for each decision package. As already mentioned, this can appear

threatening to decision unit managers. The idea of specifying a minimum
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level below the current level is unthinkable to many managers who would
rather believe that they are already at the minimum level. To these
managers a minimum level below the current level may imply that func-
tions or pet projects they consider essential can be done away with.
Carried to a further extreme, it is difficult to imagine a manager who
would recommend the elimination of his own program or agency (Ref 40:30).
Another problem in decision package formulation is the identifica-

tion of work measures and evaluation data as a means of assessing cost-
effectiveness. In many cases such measurements and data are simply not
available (Ref 40:30; 13:300). Or, when they are available, they may
be of questionable value. In the words of Phillip S. Hughes, Assistant
Comptroller General of the United States:

Seldom can measurements which produce qualitative

and quantitative information describing a program

present a complete and valid representation of
program effectiveness. (Ref 62)

Ranking Process Problems
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